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The  Honorable  Janas  McClure 
Chairman,  Committee  on  Energy 
and  Natural  Resources 
United  States  Senate 

The  Honorable  John  Dingell 
Chairman,  Committee  on  Energy 
and  Commerce 
House  of  Representatives 

Subject  s  Status  of  Strategic.  Petroleum  Reserve  Activities— 
September  1981,  (EMD-82-7 ) 

_ 

This  is  the  ninth  ahd  last  in  a  series  of  status  reports 
requested  by  members  of  tnV^Senate  Committee  on  Energy  and  Natural 
Resources  and  the  House  Committee  on  Energy  and  Commerce  on  the 
administration's  activities  to  implement* title  VIII  of  the  Energy 
Security  Act.  -4 See,  enc.  II  for  the  July  *3,  1980,  letter 
requesting  these  reviews . )  Title  VI ljt> requires  the  President  to 
fill  the  Strategic  Petroleum  Reserve  '(SPR)  at  an  average  rate  of 
at  least  100,000  barrels  per  day  for  fiscal  year  1981  and  each 
succeeding  fiscal  year.  \ 

"  *•>  This  report  discusses  the  Government's  activities  to  contract 
for  SPR  oil  as  of  September  29,  1981.  It  also  discusses  the 
volume  of  oil  delivered  to  the  Department  of  Energy's  (DOE's)  SPR 
storage  facilities  and  the  status  of  these  facilities  as  of 
September  21,  1981.  The  report  is  based  on  our  review  of  DOE  and 
Defense  Fuel  Supply  Center  (DFSC)  program  documents,  and  of  pub¬ 
lications  and  studies  related  to  the  program,  we  also  interviewed 
officials  in  DOE  and  DFSC.  We  did  not  verify  the  available 
capacity  of  SPR  storage  facilities  nor  the  volume  of  oil  received 

by  DOE.  <<_ 

\ 

Our  most  recent  report  on  the  status  of  SPR  fill  activities 
(EMD-81-136,  Aug.  28,  1981)  noted  that,  since  passage  of  the 
Energy  Security  Act,  the  Government  had  issued  contracts  for 
about  110  million  barrels  of  oil  to  be  delivered  to  the  SPR 
during  fiscal  year  1981  and  about  32  million  barrels  of  oil  to 
be  delivered  during  fiscal  year  1982.  These  contracts  include 
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104  nillion  barrels  of  oil  awarded  by  the  Defense  Fuel  Supply 
Center  for  fiscal  year  1981  deliveries  and  about  38  Billion 
barrels  of  oil  awarded  by  DOE  for  fiscal  year  1981  and  fiscal 
year  1982  deliveries  under  its  August  1981  nulti-year  contract 
with  Petroleos  Nejicanos  (PENEX) — Mexico's  State  oil  coapany. 

As  discussed  in  our  August  status  report ,  DOE's  contract 
with  PEMEX  calls  for  delivery  to  the  SPR  of  6  Billion  barrels  of 
a  heavy,  high-sulfur  crude  oil  referred  to  as  Maya  crude,  and  up 
to  104  Billion  barrels  of  a  blend  of  Maya  and  lighter,  lower 
sulfur  Mexican  crude  oil.  At  the  time  of  our  last  report,  DOE 
and  PEMEX  officials  were  finalizing  delivery  arrangeaents  for 
24  Billion  of  the  110  Billion  barrels  which,  according  to  the 
contract,  is  to  be  delivered  by  Decenber  31,  1981.  After  that 
date,  DOE  will  receive  oil  under  the  contract  at  an  average  rate 
of  about  50,000  barrels  per  day  until  August  31,  1986. 

Since  our  August  status  report,  two  aajor  events  have 
occurred: 

— DFSC  has  awarded  contracts  for  an  additional  12  Billion 
barrels  of  oil  to  be  delivered  to  the  SPR  during  October 
•  1981.  This  brings  total  oil  acquired  for  delivery  to  the 

SPR  during  fiscal  year  1982,  including  oil  acquired  under 
the  PEMEX  contract  for  fiscal  year  1982,  to  about  44 
Billion  barrels.  This  is  equivalent  to  an  average  fill 
rate  for  the  new  fiscal  year  of  about  121,000  barrels  per 
day. 

—DOE  has  received  its  first  shipaent  of  Mexican  oil 
acquired  under  the  PEMEX  contract.  .  As  of  SepteBber  21, 

1981,  DOE  has  received  about  2.2  aillion  barrels  of  crude 
oil  under  the  contract.  About  1.2  aillion  barrels  of  the 
oil  delivered  was  a  blend  of  Mexican  crude  oil.  The 
reaaining  1  aillion  barrels  of  oil  delivered  was  a  Mexican 
crude  oil  referred  to  as  isthaus  crude.  Quality  specifi¬ 
cations  for  the  Isthaus  crude  oil  indicate  that  it  is  a 
higher  quality  crude  oil  than  either  the  Maya  crude  oil 
or  the  blend  of  Mexican  oil  acceptable  under  the  PEMEX 
contract. 

According  to  DOE  officials,  three  tankers  scheduled  to  receive 
oil  under  the  PEMEX  contract  during  Septeaber  1981,  were  scheduled 
to  receive  a  blend  of  1  aillion  barrels  of  isthaus  oil  and  about 
480,000  barrels  of  Maya  crude  oil.  However,  at  the  tiae  the  ships 
arrived,  PEMEX  officials  could  deliver  only  the  Isthaus  crude  oil. 
DOB  accepted  the  Isthaus  oil  rather  than  incur  costs  associated 
with  keeping  the  tankers  at  the  PEMEX  port  awaiting  delivery  of 
the  Maya  oil. 

Including  the  2.2  aillion  barrels  of  Mexican  crude  oil,  DOE 
received  about  10  aillion  barrels  of  oil  at  SPR  facilities  during 
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the  first  21  days  of  September.  This  is  equivalent  to  an  average 
fill  rate,  for  these  3  weeks,  of  about  476,000  barrels  per  day. 

As  of  September  21,  1981,  DOE  estimates  about  195  million 
barrels  of  oil  is  in  SPR  storage.  DOE  officials  estimate  that 
about  6.5  million  barrels  of  oil  will  be  delivered  during  the 
last  9  days  of  the  fiscal  year.  These  deliveries  would  bring 
DOE's  fiscal  year  1981  fill  rate  to  about  300,000  barrels  per  day 
and  its  SPR  oil  inventory  to  about  202  million  barrels. 

As  discussed  in  our  August  status  report,  the  Government 
anticipates  awarding  additional  contracts  for  fiscal  year  1982 
delivery  of  SPR  oil.  DFSC  expects  to  announce  awards  on  November  1, 

1981,  for  up  to  36.5  million  barrels  of  oil  offered  in  response  to 
its  August  1981  solicitation.  DOE  and  DPSC  officials  also  expect 
to  award  additional  contracts  under  the  February  1981  open  con¬ 
tinuous  solicitation  for  short-term  delivery  of  oil  during  the 
new  fiscal  year.  DOE  and  DFSC  officials  expect  the  next  awards 
under  this  solicitation  will  be  made  on  October  13,  1981. 

The  Omnibus  Budget  Reconciliation  Act  of  1981  (P.L.  97-35) 
requires  that  the  administration  seek  to  fill  the  SPR  at  an 
average  annual  rate  of  at  least  300,000  barrels  per  day  until  the 
SPR  oil  inventory  reaches  750  million  barrels.  An  average  fill  rate 
of  300,000  barrels  per  day  for  an  entire  fiscal  year  is .equivalent 
to  acquiring  about  110  million  barrels  of  oil.  This  is  about  66 
million  barrels  more  than  the  fiscal  year  1982  contracts  which 
the  administration  has  awarded  as  of  September  29,  1981.  How¬ 
ever,  the  new  contract  awards  which  the  Government  anticipates 
making  in  October  and  November  1981,  as  noted  above,  conceiv¬ 
ably  could  satisfy  that  difference. 

The  outlook  for  satisfying  a  300,000  barrels-per-day  an¬ 
nual  fill  rate  is  not  as  optimistic  when  viewed  from  the  stand¬ 
point  of  storage  capacity.  As  shown  in  figure  2  (see  page  10 
of  enclosure  I) ,  the  projected  availability  of  SPR  storage  capacity 
indicates  that  DOB  will  not  be  able  to  maintain  that  fill  rate 
throughout  fiscal  year  1982.  DOS's  December  1980  plan  for 
expanding  SPR  storage  capacity  calls  for  DOE  to  have  about  280 
million  barrels  of  storage  capacity  by  the  end  of  fiscal  year 

1982.  The  estimated  202  million  barrels  of  oil  in  the  ground  as 
of  September  30,  1981,  plus  the  110  million  barrels  needed  to 
maintain  an  average  300,000  barrels  per  day  fill  rate  during  fiscal 
year  1982  would  bring  SPR  oil  Inventory  at  the  end  of  the  fiscal 
year  to  312  million  barrels— about  32  million  barrels  more  than 
DOS's  estimated  storage  capacity  at  that  time. 

This  is  an  issue  we  have  addressed  in  past  reports  and  one 
requiring  DOE's  constant  attention,  in  our  February  1981  status 
report  (BMD-81-49,  Feb.  24,  1981)  we  discussed  DOE's  storage 
capacity  plan  and  recommended  that  the  Secretary  of  Energy  (1) 
ensure  that  adequate  storage  capacity  is  available  on  a  timely 
basis  to  meet  the  needs  of  aq  accelerated  SPR  fill  effort  and  (2) 
report  to  the  Congress  on  the  costs,  advantages,  and  disadvantages 
of  an  accelerated  construction  program  and  other  storage  options. 
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DOE  is  revising  its  plan  for  expanding  SPR  underground  storage 
capacity.  In  addition*  during  August  1981  DOE  provided  a  report 
to  the  Office  of  Management  and  Budget  discussing  the  cost*  advant¬ 
ages*  and  disadvantages  of  options  for  accelerating  development  of 
SPR  capacity.  He  plan  to  discuss  this  issue  further  in  our  January 
1982  comprehensive  report  on  SPR  fill  activities. 

Enclosure  I  provides  additional  details  on  the  volume  of  oil 
delivered  to  SPR  facilities*  the  status  of  storage  facilities* 
contracts  awarded  for  delivery  of  SPR  oil*  and  funds  available  to 
purchase  additional  oil. 


In  order  to  meet  the  reguested  time  frames,  we  did  not  obtain 
official  agency  comments  on  this  report.  As  requested  by  your 
office*  we  are  sending  copies  of  this  letter  to  the  Ranking 
Minority  Members  of  the  Senate  Committee  on  Energy  and  Natural 
Resources  and  the  Bouse  Committee  on  Energy  and  Commerce.  Unless 
you  publicly  announce  its  contents  earlier*  we  plan  no  further 
distribution  of  this  report  until  10  days  after  its  date  of 
issuance.  At  that  time  we  will  send  copies  to  the  Department  of 
Energy  and  other  interested  parties  and  make  copies  available  to 
others  upon  request. 


Enclosures  -  2 
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ENCLOSURE  I 


Tables  and  Graphs  on  the  Status  of 
The  Strategic  Petroleum  RtMm 


Table 

1  Sunnary  of  SPR  contracting  activities  for  FY  1981 
and  FY  1982 

2  Contracts  awarded  under  open  continuous 
solicitation 

3  Volume  of  SPR  oil  stored  in  caverns  and  other 
facilities 

4  Status  of  Phase  I  SPR  storage  capacity 

5  Status  of  Phase  II  SPR  storage  capacity  as  of 
September  1,  1981 

6  Status  of  funding  for  the  SPR 

7  Comparison  of  sotur  oil  quality  specifications 
(DOS's  Type  1/  VI,  Via  crude  oils,  and  Maya 
crude  oil) 

Figure 

1  Projected  availability  and  utilisation  of  SPR 
stored  capacity 

2  Projected  availability  and  utilisation  of  SPR 
stored  capacity  assuming  alternative  fill  rates 

3  Average  daily  SPR  oil  receiving  rate 
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between  0.5  percent  and  1.99  percent 
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Honorable  Elmer  B.  Staats 
Comptroller  General  of  the  United  States 
GENERAL  ACCOUNTING  OFFICE 
441  G  Street,  N.w. 

Washington,  D.  C.  20548 

Dear  Nr.  Staats: 

On  June  30,  1980  the  President  signed  the  Energy  Security 
Act  (Public  Law  96-294) .  Title  VIII  of  this  Act  is  intended 
to  provide  for  a  resumption  of  purchases  by  the  United  States 
government  of  crude  oil  for  the  Strategic  Petroleum  Reserve 
authorized  in  1975  by  the  Energy  Policy  and  Conservation  Act. 
Purchases  of  oil  for  this  purpose  have  been  suspended  for  well 
over  a  year,  despite  the  fact  that  the  present,  level  of  the 
SPR  is  clearly  inadequate  insurance  against  any  contemplated  * 
interruption  in  petroleum  imports. 

The  Congress  attaches  a  high  priority  to  the  timely 
implementation  of  the  provisions  of  title  VIII.  Both  the 
language  of  the  Act  and  the  accompanying  joint  statement  of 
managers  are  very  emphatic  on  this  matter.  Accordingly,  we 
are  asking  that  you  assist  Congress  in  monitoring  implementa¬ 
tion  of  this  title  by  the  Executive  Branch. 

In  particular  we  request  that  the  General  Accounting 
Office  report  by  letter  on  a  monthly  basis  to  the  Senate 
Committee  on  Energy  and  Natural  Resources  and  the  House  Committee 
on  Interstate  and  Foreign  Commerce  describing  the  activities 
taken  by  the  Executive  Branch  under  the  provisions  of  title  VIII 
of  the  Energy  Security  Act.  This  report  should  include  GAO's 
evaluation  of  these  activities  in  relation  to  the  clear  intent 
of  Congress,  expressed  in  the  Act,  to  resume  as  soon  as  possible 
the  filling  of  the  SPR.  These  monthly  reports  should  continue 
through  October,  1981.  We  are  further  requesting  that  GAO 
provide  Congress  by  January  1,  1982  with  a  comprehensive  report 
on  activities  of  the  Executive  Branch  under  title  VIII  for  the 
period  July,  1980  through  October,  1981. 
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Honorable  Elmer  B.  Staats 
Page  Two 
July  23,  1980 


Please  let  us  know  if  the  Senate  Committee  on  Energy  and 
Natural  Resources  or  the  House  Committee  on  Interstate  and 
Foreign  Commerce  can  be  of  assistance  in  carrying  out  this 
request. 


Sincerely  yours. 


O.  Stagger 
MEMBER  OF  CONGRESS 


ston 


0.  S.  S 


Bill  Bradley 
0.  S.  SENATOR 


Mark  0.  Hatfield 
U.  S.  SENATOR 


Lowell  P.  weicker Sj 
0.  S.  SENATOR  ^ 


